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BUDGET FORMATS
AND PREPARATION

This chapter addresses the topics of budget formats, building the budget, budget re-
views, and legislative adoption. It covers the following:

* why budget formats are significant;

* the various budget formats and how they apply to general policy, budget balancing, and
the improvement of government management; the role and work of the central budget of-
fice in initiating the process of building the budget;

* the central role and tasks of the agency in preparing the budget;

*  the importance of the steps associated with executive and legislative reviews of the budget;

*  the use of executive budget hearings in the review process;

* the ingredients and preparation of the executive budget document; the congressional
budget timetable;

* the legislatre's deliberative process on the budget; and
* the formats used in legislative adoptions of budgets.

BUDGET FORMAT
The Important Means

In 1997, Pettijohn and Grizzle demonstrated that budget format and process do influ-
ence the outcome of the process. Budget formats define the readers’ reality and chan-
nel the readers’ attention and thought processes. In 1982, Edward Lehan said, “People
tend to think in terms of what is put in front of them. This axiom of human behavior
plays a heavy role in the budgetary process.” For example, line-item budgeting (see
Exhibit 1-1) tends to take decision makers’ attention away from policy issues and
forces them to consider expenditure items. At the local level of government in the
United States, about 51 percent of the cities use a line-item budget format. Thus, most
people think about the correctness of the size of the various expenditure items rather
than the larger issues of the correctness of the programs and policies associated with
those items. For exercising control, line-item budgeting is very useful—especially for
controlling employees tightly in an agency. The line-item format stresses accounta-
bility in terms of what organizations spend their money on, but it does not address
the larger question of what the government should accomplish with its money. By
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2 Chapter | Budget Formats and Preparation

EXHIBIT 1-1 Line-ltem Budget Format: Code Enforcement

PASTYEAR CURRENTYEAR  BUDGET YEAR BY-CY

Personal Services 349,000 $52,000 $60,000 $8,000
Contractual Services 6,000 5,800 6,500 620
Supplies 578 1,200 1,606 406
Total 55,576 58,100 68,196 9,098

Source: Thomas D. Lynch and Cynihia E. Lynch, “The Road to Enreprensurial Budgeting.” Joumal of Fublic
Budgeting, Accounting, and Financial Management, 8, 1 (Spring 1987), 161-180.

assuring the government agency spends money on only acceptable expenditures, line-
item budgeting achieves a type of accountability, but it shows little faith in the man-
ager’s ability to direct and ultimately to achieve program objectives. By adding the
auditing process to line-item budgeting, government management focuses on expen-
ditures, thus creating a type of accountability that confronts corruption, helps dis-
courage public employees deviating from strict instructions, and enhances tighter
control over the employees’ behavior. For these reasons, most governments utilize
some form of line-item budgeting at some level within their organization.

INFORMATION TO NOTE

The analysts can make each line item represent a large category or a very detailed
one such as a particular person’s salary and fringe benefits. Thus, the list of ling items
can be very short or very long, but usually the list is very long. This type of budget-
ing is almost always used during the current year and often used in making budget
year decisions. The analysts intend the columns to represent the years that are im-
portant for the decision makers to know. Usually, the analysts show the format for
each organizational unit or subunit. Thus, there are at least as many tables as there
are units in the whole organization. In this case, the subunit is code enforcement in &
housing department. Notice that the analyst can add the numbers from other subunits
to give a total for the unit and then the analyst can add the units together to give to-
tal line-item expenditures for larger groups such as a department or the government
as a whole.

Notice the format is essentially a spreadsheet that an analyst can link to other
spreadsheets, thus easily aggregating the information to higher levels ina pyramid or-
ganization. The years shown can vary, but those in Exhibit 1-1 are a common listing.
Other columns can include agency budget year (BY) recommendation, city manager
recommendation, BY + 1, BY + 2, and so on. For budget year decisions, the BY-
current year (BY-CY) column becomes important for the dominant incremental ap-
proach to budgeting, and the justifications following the table in a normal budget
format would explain the increases and sometimes the decreases. Usually, the budget
justifications are very short, such as one or two sentences.

Chapter | Budget Formats and Preparation 3

In the twentieth century, policy makers considered rational decision making good
management, and policy making and the line-item approach frustrated them. Planning-
programming budgeting, zero-base budgeting, and target-base budgeting (TBB) are
variations of rational budget making that use variations of performance budgeting.
Chapter 3 explains each of them. The line-item budget was good in terms of accounta-
bility but did not help make better rational decisions. Exhibit 1-2 illustrates program
budgeting where the format focuses decision makers on planning and rational analysis.
At the local level, about 10 percent of the jurisdictions use program budgeting. At the
state level, forty-seven states use some form of program budgeting. With that focus, ex-
ecutive management, with its strong top-down direction and stress on efficiency and
economy in administration, apparently becomes possible. With program budgeting, the
budget became a tool to achieve effective operational direction and direct optimal effi-
ciency. Incrementalists can easily accommodate to program budgeting because they can
use the same columns as used in line-item budgeting, but with this approach their men-
tal focus shifts from line-item or object expenditures to major unit activities. This ap-
proach is more properly associated with rational budgeting because the use of programs
is almost absolutely necessary to achieve rational analysis.

Analysts can identify many programs in a given unit, but they are wiser to identify
only a few that reflect the activities of the unit. The analyst is usually wiser to fold staff
and support activities of the unit into the unit's major activity programs. Budget analysts
use this budgeting approach primarily in the budget year for larger policy decisions. In
larger organizations, this approach is useful also in the current year because of the need
to delegate responsibility significantly. The analyst should always crosswalk (explained
in Chapter 5) this format with the line-item budget format for at least current year pur-
poses because the accounting department must use line-item categories as the state law
requires ill.'IhiscmsswaIk, which is a simple matrix table for a given year with the rows
representing line items and the columns representing programs, permits the analyst to
see the interrelationship of the two budget formats. Analysts use this format for units and
subunits, but the programs selected need to reflect the larger whole government program
structure decided by the central budget office or legislature. One is wise to avoid using a
program (for example, Plan Examination) across unit and subunit lines so that higher
policy makers can always fix responsibility for performance or lack of performance on
a specific unit and its managers. Notice again that the analysts can vary the columns
depending on policy maker decision-making needs and that interlocking spreadsheets

EXHIBIT 1-2 Program Budget Format: Code Enforcement

PASTYEAR CURRENTYEAR BUDGETYEAR  BY-CY

Plan Examination $10,000 £11,333 $12,331 f998
inspection 34,578 34,888 40,338 5,451
Education 11,000 12,679 15,528 2,647
Total 55,576 58,100 68,196 9,006
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are very useful, especially to sum up the subunit data to higher levels in the government.
Again, the policy makers can use the BY-CY column to more easily make their incre-
mental decisions. In such an approach, analysis write the budget justifications in the
budget itself near the table and addresses in the justification the BY-C'Y amount for each
program. If the policy makers prefer a rational approach to decision making, then the an-
alyst does not use this column and she or he can write the justifications de nova in an ap-
proach called zero-base budgeting by only addressing the BY column. If the analyst uses
rational analysis, then she or he can use benefit cost ratios, marginal rates of returr, or
some other reasoning 1o justify the amount selected in the BY column for each program.
However, the latter rational justifications are possible only if budget analysts add some
type of performance information addressed to program outcomes or outputs to the justi-
fication material.

Program budgeting and performance budgeting (see Exhibit 1-3) assume the
modernist approach of philosophers like Jeremy Bentham (see Chapters 2 and 3) that
rationality is not only possible in human decision making but also desirable. This ap-
proach allows decision makers to focus their policy debates among themselves on their
policy differences and choices among alternative selections of programs and program
levels of spending. Program budgeting is therefore a useful tool for strategic planning
as it focuses the human mind on policy issues, and professional program analysts can
bring added value to the policy makers by helping them make more informed policy
decisions. Built on the program budgeting tradition of desiring' greater rationality in
public policy making, the performance budgeting takes the programs in program budg-
eting and adds the use of specific performance measures reflecting program outputs,
program outcomes, or both, Chapter 5 defines the former as the products and services
produced by the programs and the latter as the impacts of those products or those out-
puts on individuals or the larger society served by the programs. Today, professionals
call the latter type performance budgeting and sometimes outcome budgeting. With
performance budgeting, analysts and decision makers focus on questions of efficiency
and effectiveness with the use of outputs focusing on efficiency and outcomes focus-
ing on effectiveness. The arguments about the impossibility of using rationality in
budgeting particularly apply to the various forms of performance budgeting.

Which budget format (line-item, program, or performance) is the best? Given
that the format does influence the decision-making focus, then the selection depends
on the analyst’s desired decision-making environment. What mind-set does the analyst
wish to create? The three major concerns of 2 budget officer are (1) to raise the level
of debate among policy makers and to observe the reactions of various stakeholders in
the budget process for future cues, (2) to ensure that the budget office maintains pol-
icy control for the policy makers, and (3) to improve the quality of management in the
government. Given these objectives, the choice of format can still vary substantially,
depending on what the analyst wishes to stress in a given political and managerial con-
text. However, the budget analyst may not be in a position to determine the format be-
cause it is often set by statute or by senior budget officials in the government.

The example in Exhibit 1-3 shows the CY and BY, but an analyst can add other
super columns, For example, she could show a CY-BY column, prior year (PY) col-
umn, and 50 on. In this exhibit, the critical added information is performance data that
reflect the outputs of the program. For example, the output of the education program
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EXHIBIT 1-3 Performance Budget Format: Code Enforcement

Current Year Budget Year
OUTPUT OUTPUT
QUTPUT INPUT (Unit Costs) INPUT OUTPUT (Unit Costs)

Plan Exams $658 511,333 g§17.22 §744  $12,331 $18.57
Inspections $18,765 534,888 $1.86 $18,370 540,339 s2.08
Education  $11,300 $12,879 $1.14 §12335 $15528 $1.26
(graduates)
Total £58,100 $68,196

MNote the categorles are the same as in the program format.

Sowrce: Thomas D. Lynch and Cynithia E. Lynch. "The Road to Entrepraneurial Budgeting.” Joumal of Putilic
Budgefing, Accounting, and Financial Management, 9, 1 (Spring 1587), 161-180.

is the number of graduates, Ideally, the performance indicator selected will have a
quantitative and qualitative aspect. For example, in this case, the analyst assumes the
graduates matriculate with a certain level of expertise.

An analyst could also add to the table outcome performance data to reflect the
impact of the program upon the society or individuals in society, An example of ben-
efit to society would be the number of jobs currently being filled by master's level
graduates instead of lower educational level graduates, An example of benefits to in-
dividuals would be the increased income of persons after attaining their graduate ed-
ucation. Analysts find such information difficult to obtain and debatable in terms of
correctness. Nonetheless, analysts must appreciate that program outcomes are very
powerful analytical information for policy makers. Program output performance
measures are usually easier to define and obtain.

A common mistake in selecting performance measures is to use not output or
even outcome data but instead process data. Such data tell managers the daily func-
tions that employees accomplish such as the number of clients seen, calls answered,
and forms processed. If policy makers and analysts confuse process, output, and out-
come data, then they can misuse the information and arrive at inappropriate manage-
ment and policy decisions. As with program budgeting, analysts should crosswalk this
format with the line-item format. With the new Government Accounting Standards
Board policy on the use of performance measures, crosswalks become essential,

Fortunately, the budget officer need not select only one budget format because
he or she also works with an operating budget, a capital budget, and various other doc-
uments in the budget process. For example, the submitted budget from the chief exec-
utive could be an outcome budget; the current year operating budget given to agencies
could be a line-item budget; and the capital budget for the budget year could be a zero-
based budget. In addition, the budget officer could present supporting materials based
on a rational analysis such as cost-benefit analysis. Thus, some flexibility exists in the
means 1o accomplish the objectives. This chapter addresses only the format of the
chief executive’s budget in order to simplify the explanation of budget formats.
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In an excellent book entitled Effective Budgetary Presentations: The Cutting
Edge, compiled by Girard Miller, the Government Finance Officers Association pres-
ents examples of the common components of local government budgets. These com-
ponents are the budget cover, table of contents, organization charts, transmittal letter,
financial summaries, goals and objectives, revenues, departmental and activity budg-
ets, program budget summaries, performance measurements, enterprise and internal
service funds, capital outlay, special analyses, accompanying documents, readers’
guides, budgetary procedures, budget preparation instructions, and legislative adop-
tion. Students should review this unique collection of samples to understand some of
the format possibilities available to a budget office.

In summary, each format developed in the twentieth century channels thought
differently. Line-item budgeting tends to take decision makers away from policy is-
sues and to focus attention on expenditure savings. Program budgeting tends to focus
attention on policy differences and on choices among policy options. Performance
budgeting places the focus on questions of efficiency, effectiveness, or both. Analysts
can use all three formats in incremental budgeting, but rational budgeting needs ei-
ther the program or performance formats,

Two surveys (one in 1986 and the other in 1996) examine local government
budget practitioners drawn from the active membership roster of the Government Fi-
nance Officers Association (GFOA). They asked what type of budget format each ju-
risdiction uses, used five years ago, and expected to use five years from the survey.
The formats cited were line item, performance, program, zero-base/target-base, and
hybrid. In 1986 and 1996, the line-item format predominated with 83 and 86 percent,
respectively, either using it exclusively (58 and 51 percent) or in a hybrid arrangement
(25 and 35 percent). Both surveys showed a trend away from the exclusive reliance
on the line-item format toward a hybrid format. In the late 1990s, agency managers,
legislators, stakeholders, and citizens use the products of performance-based systems.
At the state level, Texas, Oregon, Virginia, and Florida led the way. Phoenix, Arizona,
and Charlotte, North Carolina, were early pioneers at the local level of government.

Cheryle A. Broome identified the following lessons and factors afier examin-
ing performance-based budgeting in those key reform states:

*  Government must see performance budgeting as a solution to their decision-making
needs and craft the system to address those needs.

» Reformers need to spend time visualizing how they will use the performance-based
budgeting system.

* Reformers must recognize that they must approach a performance-based system with a
desire 10 learn about their organizations.

+ Reformers need to realize the performance-based budget can only add value to public
policy decision making but it cannot transform the essential political and human nature
of budget decision making.

» Performance-based budgeting only works when key political leaders and stakeholders
use the performance information to make their decisions,

* The process of developing measures is difficult but reformers can make clear progress.

» Implementing the performance-based budget reform requires time and deliberate
progress building on succeeding successes.

s There is no “off-the-shelf” plan that reformers can import, as each reformer must tailor
the performance-based system to their government,
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Distinguished Budgets

In 1994, the Government Finance Officers Association (GFOA) established an an-
nual award program for Distinguished Budget Presentations, The procedures fol-
lowed in the awards program are similar to those in the GFOA Certificate of
Conformance in Financial Reporting program. Interested local governments send
their last annual budget, supporting material, and an entry fee to the GFOA. At least
three GFOA member reviewers examine each, using evaluation criteria that stress
the budget as a policy document, an operations guide, a financial plan, and a com-
munication device. GFOA recognizes the budget as a policy-setting instrument and
wishes to make sure that officials explicitly make policy. The criteria call for gen-
eral government and specific unit statements of policy, which can be in the form of
goals and objectives, mission statements, or strategies. The budget document must
explain any change in policy since the last annual budget document. Thus, the
GFOA awards programs adopt an incremental approach to budgeting. Ideally, the
budget documents should explain the rationale for the policy as well as the policy
implementation and monitoring process. In addition, the criteria demand that the
budget document or supporting material explains the budget development process,
including its amendment process.

GFOA realizes that the budget is also an important operational guide during the
current year to all the units in government. Thus, clarity of purpose in terms useful to
bureaucratic units is imperative. The budget document must tie budget programs and
line items to specific government organizational units. The criteria call for stating the
workforce of each unit in terms of the organization chart and for presenting the in-
formation for both the current and budget years. The budget document should explain
the criteria used in capital spending decisions, including the effects on daily opera-
tions and operating expenditures. In addition, the budget document should include
specific objectives, performance targets, and important deadlines for department
heads. The budget must provide a means to measure and permit accountability for
performance or lack of performance in government.

GFOA recognizes that the budget document must define the technical relation-
ship of financial structure to the operations of government. Thus, the document must
explain the following technical topics in a manner understandable to the lay reader:
the major revenue sources; the bases for forecasting, including predictions of events
or factors that will influence forecasts; the organization of funds used by the govern-
ment; the end-of-the-year projections of financial conditions; a capital financing ele-
ment (a separate capital budget is possible for larger governments): a consolidated
picture of operations and financial activity; the debt management issues; and the ac-
countability basis used by the government.

To GFOA, communication to the public is extremely important. The image of
government is often not positive, in part because the public does not understand
what government does for it. Given that the budget is usually the single best com-
prehensive presentation of a government plan to use its tax resources, the budget of-
ficer must communicate those policies in a manner in which the general public can
understand government's programs, policies, and financial needs. To accomplish
the goal of better communication, the GFOA criteria call for the following: a draft
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version of the budget prior to government adoption; clear summary information on
the budget, covering topics of interest so that the media and the public can under-
stand key points such as the size of programs, the revenue sources, and the policy
changes of concern to the public; and communication devices that aid in under-
standing large complex sets of information. These devices include a budget mes-
sage, a table of contents, a glossary of terms, an identification of the basic units in
the budget, charts and graphs with narrative explanations, key assumptions used in
preparing the budget, a cross-index, and supplemental information, including sta-
tistical tables,

The evaluation criteria define “a good budget document” and largely imply
what is a good budget process. The criteria do not call for a particular approach to
budgeting such as ZBB (explained in Chapter 3}, but they do require data presenta-
tions that allow incremental decision making and also encourage the use of program
categories and performance measures. Thus, the criteria do reflect some definite nor-
mative guidance on what GFOA considers important in a budget document.

GFOA and local governments take the award program for Distinguished
Budget Presentations quite seriously, but as time goes on local governments are
more easily meeting once demanding standards. Of the first eighty-one govern-
ments submitting their budgets for review, fifty-one (63 percent) received the
award, Given that GFOA does not require governments to participate and few truly
unprofessional governments would participate, this early rate of failure was sig-
nificant. The first city to receive an “especially notable” award was Dayton, Chio,
and Dayton remains among the best budget offices in the world. Since Dayton got
the award, many more cities have joined the ranks of the best. The governments
that received a budget award from GFOA are justifiably proud of their professional
achievement. Not only does the budget award program define “good budgeting,” it
also serves as an important stimulant for improving the quality of local government
budgeting in general.

Robert C. Rickards examined Texas cities and counties using the GFOA budget
criteria. He used two reviewers who looked at sixty-nine cities and eighty-six coun-
ties in Texas. They applied the GFOA criteria, concluding that Texas cities on aver-
age had “acceptable” budget documents but Texas counties had “very weak”
presentations, This is a common pattern, as cities tend to have better management
practices than do counties or special districts. Improvements in budgeting are not
likely to come from longer budget presentations but from more professional efforts,
Providing a glossary of terms, specifying the presentation’s accounting basis. ex-
plaining the budget process and amendment procedure, discussing capital spending
impacts and debt management issues, and providing draft budgets to the public are
some of the common budget improvements that cities can easily accomplish. The
biggest common shortcoming was the readability of the budget presentations—with
many of them resembling accounting tables unintelligible to anyone except the per-
sons preparing them. Beyond such common sense recommendations, the author
noled that governments could improve budget presentations by emulating good
budget presentations of other governments and by following the professional recom-
mendations that exist in the literature.
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Ends Defining Means

From a format design perspective, the desired ends should influence what format or
formats an analyst uses. A tendency of budget presenters is to apply a standard ap-
proach for similar budget situations, and this is desirable because it permits compar-
isons. Nevertheless, various programs do deserve individual presentations in order to
highlight the most useful information for decision-making purposes. Format design-
ers should decide first on the general format and then on extra information useful for
specific programs,
Analysts should weigh three common concerns when deciding on a format:

* How can the budget help decision makers deal with general policy matters?
* How should the budget be balanced?

* How can decisions of policy makers be used to improve the quality of government
management?

Four common difficult situations associated with helping elected decision mak-
ers formulate policy are as follows:

Simaﬂnr_: n;:e:_wying to get elected officials to focus on the major policy issues rather
than on insignificant and time-consuming issues that make relatively litle difference to
the future of the community

Situation two: fostering a decision-making environment in which budget analysts re-

duce counterproductive political tensions so that policy makers can make important and

timely policy

* Situation three: sensitizing decision makers to the future-year implications of their
decisions

* Situation four: achieving awareness that budget decisions do relate to specific govern-
ment actions that affect individuals and society

Analysts handle the first situation with program budgeting and formalized
budget approaches like PPB and ZBB (explained in Chapter 3). The latter is espe-
{:Iially useful as a means to inform novice political executives of the policy implica-
tions of budget decisions. In addition, the narrative accompanying the budget
l:!ncumem, usually in the form of a formal budget message by the executive, also high-
lights policies that decision makers should focus on. Aaron Wildavsky argued line-
item budgeting—which permits more face-saving because it focuses attention on
relatively unemotional subjects such as salaries, travel, and supplies—best handles
the second situation. Requiring revenue and expenditure forecasts possibly five or
more years beyond the BY or requiring a financial program schedule addresses the
third situation. Using outcome budgeting handles the fourth situation. Dealing with
the challenge of balanced budgets commonly requires the following: getting both pol-

- Icy makers and government agencies to accept the existence resource constraints,

helping policy nmkers justify to the public the need for more government resources
(for example, higher property taxes), and shifting political pressure from the more
controversial revenue sources to the more acceptable revenue sources.
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The TBB approach (explained in Chapter 3) best suits the first situation, which
assumes a given revenue level and works from that assumption. Ideally, with TBB,
agencies will not consider budget decisions beyond the arbitrarily established limit.
The limitation of such an approach is that policy makers arbitrarily establish amounts
of money that do not eliminate government problems.

The second situation occurs when policy makers decide that government needs
more taxes, but the public is not yet supportive of that policy position. Budget offi-
cers can prepare budgets to stress the need, to show how government action can re-
solve that need, and to demonstrate the necessity for more money if government is to
resolve that need. Program budgeting is particularly useful if the format combines
with appropriate measures of program services and social needs. The third Sil‘uaﬁzﬂn
is more complex. Governments receive their revenues from various sources, of which
some are more politically sensitive at various times than others. One way to help deal
with that political reality is to minimize pressure on the politically sensitive revenue
sources by shifting as much cost as possible to less sensitive revenue sources. Forex-
ample, if property tax is a hot political issue, then budgets can increase user fee rev-
enues as much as possible to cover expenses. The budget format can show, for each
expense item, the source of revenue. This would permit the probing inquiries, which
would seek to shift the burden to the least politically sensitive revenue source.

Striving to improve government management usually includes the following:

» Stressing efficiency and productivity measures in government management
Establishing top level control procedures in order to ensure that employees carry out
policy and the organization minimizes any fraud

+ Establishing proper review practices to minimize overhead costs

+ Stopping unnecessary end-of-the-year purchases

+ Improving management through better use of new technology and development of pro-
fessionals and other employees

Performance budgeting or, more commonly, separate ad hoc productivity studies, in-
ternal audits, and the hiring of program evaluators address the first concern. Edward
A. Lehan advocates a budget format (see Chapter 5) that includes marginal analysis
and allows decision makers to consider the optimum funding level, which will rasult
in the greatest productivity. Using a line-item format, which assigns dollars to spe-
cific units, can address the second concern. Another strategy a budget analyst can of-
ten employ is to increase the audit and inspector general staffs, Greater organizational
sophistication addresses the third concem. Formats, which include overhead com-
parative and longitudinal cost data, focus attention on that concern anfi are hi:llpful.
Good accounting practices address the fourth concern. An analyst can mclw_;h: in the
budget and accounting data illustrations of the problem or present the_daj;a in a spe-
cial analysis accompanying the budget document. A narrative, which discusses plans
for the use of new technology and how the organization will df:vetlup staff, a_d:slmslses
the fifth concern. To upgrade technology, which should result in productivity im-
provements, the budget can single out new funds as a ﬁrst-p;iuri_t;i concern. Budget
officers can include professional development (for example, training) as one of_th»:
fringe benefits of employment and thus make training less vulnerable to normal line-
item budget cuts.

SA R e o . e i L e
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EXHIBIT 1-4 A New Process Matrix: Brokering, Monitoring, Steering

Progressive/Liberal versus Information Era Purposes of Budgeting

PURPOSE OF BUDGETING PROGRESSIVE/LIBERAL ERA INFORMATION ERA

Source of Direction Planning Strategic Brokering
Method of Direction Management Stearing
Purpose of Direction Control Monltoring

Sowrce: Thomas D. Lynch and Cynihia E. Lynch. “The Road to Entrepreneurtal Budgeting.” Joumnal of Pubiic
Budpgeting, Accounting, and Financial Management, 8, 1 (Spring 1897), 161=180.

In summary, one can choose among budget formats in order to better highlight
particular concerns. Such highlighting will not necessarily guarantee specific deci-
sions, but it will channel the thought of policy makers.

In the information era, entrepreneurial budgeting is only beginning to appear,
but this chapter makes some observations to explain this innovation. As the twenty-
first century beging, Exhibit 1—4 points out the information age has shifted the very
purpose of budgeting as organizations move away from a command and control to a
more decentralized approach to policy making and management. In the information
era, budgeting takes its direction not from planning but from strategic brokering. It is
a process of continuously scanning the entire environment for options and possibili-
ties that better fit the orpanization's objectives. This holistic approach means that de-
cision makers always search for better partnerships and relationships to service the
objectives of the whole. This approach brings the problem identifiers and problem
solvers together with a continuing concern for mutual learning and discovery as they
share insights, experiences, puzzles, and solutions.

The method of giving direction also shifts from management in the progressive/
liberal (discussed in Chapter 3) era to steering in the information era. Now organiza-
tions increasingly are not vertical but horizontal, using much greater decentralization.
To be successful, organizations must be more agile, adapting to the swift changes in
direction so commeon in the information age. Policy makers use steering to set output
and outcome objectives and parameters for managers and other employees so that
they know what decision makers expect of them even if decision makers do not tell
them or do not provide explicit guidance to what task the lower level employees must
accomplish.

With entrepreneurial budgeting, the steering comes from four directions. First,
it comes from the direct language of the appropriation acts and other legislation that
policy makers tie to specific measurable performance indicators of desired program
outputs and outcomes. Second, it is from the direct orders of the elected and properly
appointed leaders of the government, but those orders must be consistent with the
laws of the nation. Third, it is in the deep roots of the nation’s culture. For example,
in the United States, democracy is important and accountability runs ultimately to the
people. There is a desired and actual linkage of accountability between elected and
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appointed officials and the public. According to the Government Accounting Stan-
dards Board (discussed in Chapter 7), government agencies entrusted with resources
and authority for applying them have a responsibility to render a full accounting of
their activities. This accountability should identify not only the objects for which pol-
icy makers devote the public resources but also the manner and effect of their appli-
cation, A fourth direction for steering can be found in absolute values and ethics. One
place to look for these ethical standards is in the code of ethics of such groups as the
National Association of State Budget Officers (NASBO), the Government Finance
Officers Association, the American Society for Public Administration, and other pro-
fessional organizations. Another place (o look is in the field of philosophy. Still an-
other is the teachings of the religious community. A final place to look for ethical
standards is our families. Given the stress placed on individual initiative and the em-
powerment given professionals in the information age, entrepreneurial government
will have its greatest difficulty facing up to the challenge of values and ethics. It is
hoped that extensive and continuing training in the use of conformance and virtue
ethics can significantly help individuals meet those challenges.

In the information age, the direction in budgeting shifts from control to moni-
toring. Accurate feedback is essential in the information age, and given the advances
in both hardware and software, remarkable feedback arrangements are now possible.
The information age requires workers to self-adjust; and throughout the organization,
policy makers and managers can use information to see if the parts and the whole or-
ganization adjust correctly to changing circumstances, including policy and manage-
ment direction. Policy makers need not base the information they select on the
rational model of decision making as the decision makers can request information
based on the concerns of the major program stakeholders. Analysts can use such con-
cerns to help define program outcomes and output information needs.

In the information age, monitoring is the process of providing accurate, reli-
able, and timely feedback to all appropriate parties. Exhibit 5-1 in Chapter 5 is the
Holistic Systems Approach, which provides an explanation of the feedback monitor-
ing system. The model conceptualizes budgeting as a system with a cause and effect
relationship running from input, to process, to output, and finally to outcome. Ana-
Iysts select performance measures for each element of the government program and
define input as the resources used to fuel the program including workforce time,
money, and leadership direction, Process is the daily work activities of the program.
Qutputs are the products and services of the program. Outcomes are the impacts of
the program output on individuals and society.

Monitoring embraces all of the functions that Allen Schick describes as essen-
tial to all budgets. In addition, monitoring helps encourage self-accountability and
provides the whole system with information necessary for readjusting strategic bro-
kering decisions. The monitoring system ensures that all interested parties know what
actually occurs in each program in terms of inputs, process, outputs, and outcomes.
The public can hold policy makers and program managers accountable for the results
of their decisions and performance through the democratic process, This approach to

feedback can use the best practices of the program based on historical information to
establish a standard for current best practices, which is called benchmarking. Hence
program teams will have the data needed to strive toward organizational excellence.

) |
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A Different Age—A Different Mindset

About 1800, the French economist J. B. Say coined the term “entrepreneur.” He said,
“The entrepreneur shifts economic resources out of an area of lower and into an area
of higher productivity and greater yield.” In other words, the entrepreneur uses re-
sources in new ways to maximize productivity and effectiveness. Increasingly, public
leaders ask civil servants to operate governmental programs as entrepreneurs, includ-
ing generating reasonable revenue for their programs. Public administrators can no
longer fixate themselves on spending only. They are now being asked to think about
the revenue side of the budget also. With entrepreneurial budgeting, public managers
must develop new revenue sources for their activities. An entrepreneurial spirit in
budgeting means changing the management and policy approach used in the public
sector to get those institutions to think in entrepreneurial ways. In other words, public
institutions must use their resources in new ways to heighten both their efficiency and
their effectiveness. This is not saying the public sector should be run like a business, as
there are fundamental differences between the public and the private sector. Rather, the
focus should be on governing and delivering public services in a significantly more en-
trepreneurial manner.

The practice of entrepreneurial budgeting is in its early development stage, but
this chapter describes its elements. It is a method of budgeting whereby policy and
chief executives establish the total spending limits and policy priorities. They provide
program managers with the flexibility and private sectorlike incentives to determine
how best to spend their budgets and the means to accomplish the priorities. In ex-
change for the increased spending authority, policy makers hold managers account-
able for results. Ideally, the approach seeks to create an organizational environment
that is lean, decentralized, innovative, flexible, adaptive, efficient, and effective.

In traditional twentieth-century command and control budgeting, policy makers
wait for department heads and program managers to submit requests to them. In en-
trepreneurial budgeting (EB}, much greater delegation occurs. Expenditure limits and
performance measures are often benchmarked against the previous or current year,
thus providing a point of departure for steering decisions. Policy makers sometimes
express their budgets in a formula that holds overall spending to a percent increase or
decrease of the current year budget. The EB budgets are quite brief—sometimes only
a few pages long and in sharp contrast to the progressive era control-oriented line-item
budget that was commonly quite long. Like program and performance budgeting, this
approach focuses policy making on the big policy issues instead of on the line items
where there is a tendency on the part of policy makers to use those items to micro-
manage agencies.

Entrepreneurial budgeting is a fundamental, radical departure from the older
command and control approach to budgeting. Entrepreneurial budgeting is part of
a larger mind-set change that requires focused attention on transforming the bu-
reaucratic behavior of agency heads or program directors into thinking about rev-
enue generation and efficiency-oriented management, This new approach to
budgeting requires administrators to focus on the program’s bottom line perform-
ance rather than just spending the appropriated moneys before the end of the fiscal
year. See Exhibit 1-5 for a demonstration of the entrepreneurial budget format.




EXHIBIT 1-5 Performance, Entrepreneurial, and Competitive Budgeting
Format: Code Enforcement

Performance, Entrepreneurial, and Competitive Budgeting Format: Code Enforcement

CURRENTYEAR BUDGET YEAR

REVENUE SUMMARY PASTYEAR (CY) (BY) BY-CY
Total Revenue Needed $55576 $59,100 £688,196 $9,006
Less:
Plan Examination Feas 10,000 11,888 12,33 998
Inspection Fees 30,000 30,000 40,000 10,000
Tultion 11,000 2,878 15,526 2,847
TOTAL 51,000 54,767 67.857 13,645
Subsidy from the

General Fund 4,576 4,333 338 (4,548)

Past Year Current Year

PROGRAM STUDY OUTPUT INPUT UNIT COST OUTPUT INPUT UNIT COST

Plan Exams (Averaga)
Conitractor One
Contractor Two
Contractor Three
Contraclor Four
Contractor Five
Total Plan Exams
Inspactions (Average)
Contractor One
Contractor Two
Contraclor Three
Contractor Four
Contractor Five
Total Inspactions
Education (Average)
Contractor One
Contractor Two
Contracior Three
Contracior Four
Contractor Five
Total Education

Total Code
Enforcement

14

111 $2.000
110 2,000
109 2,000
107 2,000
114 2,000
115 2,000
555 10,000
2,000 68152
2,050 89152
2140 69152
1,830 6,615.2
1,830 68,9152
2,000 68,9152
10,000 34,576.0
1176 2,200
1,100 2,200
1,180 2,200
1,200 2,200
1,400 2,200
1,000 2,200
5880 11,000
16,435 55,576

$18.02
18.18
18.35
18.58
17.54
17.38
18.02
3.46
337
323
3.43
3.49
.78
3.48
1.89
2.00
1.86
1.83
157
2.20
1.89

3.38

132
134
129
132
131
134
660
3753
3,750
3,680
3,860
3,770
3,695
18,765
2260
2250
2,210
2,100
2,235
2,290
11,300

30,725

§2.377.80
237760
2,377.60
2,377.60
2,377.60
2,377.60

11,888.00
6,866.80
6,866.60
£,866.60
6.866.60
6.866.60
8,866.60

34,833.00
2,575.80
2,575.80
2,575.80
2,575.80
257580
2,575.80

12,878.00

§9,100.00

$15.
17.74
168.43
18.01
18.15
17.74
17ar
183
1.83
1.86
1.78
1.82
1.88
1.86
1.14
1.14
1.12
1.23
110
112
1.14

1.82

EXHIBIT 1-5

(continued)

Chapter 1 Budget Formats and Preparation 15

Budgat Year

BY-CY

PROGRAM STUDY OUTPUT INPUT UNIT COST OUTPUT INPUT UNIT COST

Plan Examinations
(Average)
Contractor One
Contractor Two
Contractor Three
Contractor Four
Contractor Five
Total Plan Exams
Inspections (Average)
Contractor One
Contractor Two
Contractor Three
Contractor Four
Contractor Five
Total Inspections
Education (Averaga)
Confractor One
Contractor Two
Contractor Three
Contractor Four
Contractor Five
Total Education

Total Code
Enforcement

149
147
150
149
151
148
T45
3874
3,870
3,850
3,900
3,810
3,980
18,370
2,485
2,465
2,520
2,410
2,400
2,530
12,325

32,440

§2,466.2
2,466.2
2,466.2
2,466.2
2,466.2
2,466.2

12,331.0
B,067.8
B,067.8
8,067.8
B,067.8
8,067.8
8,067.8

40,339.0
3,105.2
3,105.2
3,106.2
3,105.2
3,106.2
3,105.2

15,526.0

68,196.0

16.55
18.78
16.44
16.55
18.33
16.66
16.55
2.08
2.08
2.09
2.07
212
2.08
2.08
1.26
1.26
1.23
1.28
1.29
1.23
1.26

2.10

17
18
16
17
18
16
a5
121
121
123
125
19
17
605
343
345
347
338
340
345
1,715

$199.60
189.80
198.60
199.60
199.80
189.60
998.00
1,080.2
1,090.2
1,000.2
1,080.2
1,080.2
1,080.2
5,451.0
520.4
529.4
5204
529.4
520.4
529.4
2,647.0

9,006.0

§11.74
11.09
12.47
11.74
11.09
12.47
11.74

am
2.0
8.88
a.72
8.18
8.32
.0
1.54
1.58
1.52
1.57
1.56
1.53
1.54

3.78

Source: Thomas D. Lynch and Cynithia E. Lynch. “The Foad to Entrepreneurial Budgeting.” Journal of Public

Budgeting, Accounting, and Financial Management, 8, 1 (Spring 1807), 161-180.

This approach asks them, “How can one insert competitiveness into an essen-
tially monopolistic activity we call government service?” The agency heads and pro-
gram managers are at liberty to allocate and expend their money in the best possible
way to achieve the policy mission mandates, In exchange for this liberty, however,
each program must have clear mission statements and measurable goals using specific
performance measures in order to hold agency heads and program managers account-
able to policy makers. Given the pluralistic form of government in the United States,
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that may be impossible for some programs. One of the most distinguishing features of
the entrepreneurial budget is the ability of the agency and, in some cases, even the pro-
gram to keep a portion of both their unspent money and earned income.

Government can use market mechanisms and competition successfully. In the
progressive/liberal era, budgeting used monopolistic public agencies to manage pub-
lic functions. In contrast, entrepreneurial government adopts a competitive approach
and, o the extent possible, it abandons the monopolistic approach. Government can
apply a true competitive process or arrangement to almost all its services and func-
tions. Phoenix, Arizona, provides an often-cited example of this kind of competition.
The city decided to privatize its solid waste collection. Greater Phoenix divided itself
into five zones. Over a five-year period, the city offered publicly a multiple year con-
tract for each zone. The city of Phoenix safeguarded a true competitive process by en-
suring that at least a minimum of three contractors provided service. The result was
better service at a lower cost to the public.

Other budget offices can use this same entrepreneurial approach used by the
city of Phoenix and can apply it to almost all government services and functions. As
noted by Lawrence Martin, there are many public services that lend themselves zas-
ily to privatization or contracting out, including garbage collection, snow removal,
food services, and vehicle towing. Joining the ranks of the newly privatized services
are prisons, school systems, and homeless shelters. Policy makers usually use the
concept of privatization to select and contract with a single provider, thus merely
switching from a public to a private monopoly. If this situation occurs, the disadvan-
tages of having a menopoly continue. Therefore, policy makers should use competi-
tion in selecting the service provider in order to create a competitive situation. An
alternative to privatization that still achieves competition is to divide the function into
competitive teams of government employees.

Ideally, the key to the successful competitive process is to always have at least three
service providers for the same service. Policy makers can apply such competition to most
services or functions that they can divide into reasonable areas, time periods, or activi-
ties. For example, they can contract out auditing on a functional basis to accounting firms
and data collection companies. They can also contract out the work of the city prosecu-
ton’s office to law firms on a geographical or functional basis. Thus, the number of high-
cost public employees can diminish radically or stay constant, depending on the
entrepreneurial approach taken to incur savings and avoid high costs such as personnel
benefits, office space, office supplies, equipment, and support services. By maintaining
aminimum of three service providers for every service, the competitive market force en-
sures the best service for the best price. Where service areas are too small to divide, pol-
icy makers can partner service coalitions among several governments or agencies (for
example, city, county, state, and federal) to create the necessary economy of scale.

Thinking Differently

The most difficult hurdle to overcome in implementing entrepreneurial budgeting is
organizational resistance. For example, the bureaucratic cultural mind-set must ac-
cept the notion that government can and, in some cases, should make money. Creat-
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ing a willingness to embrace such new ideas is a serious obstacle to this reform. In
addition, these reforms may involve larger amounts of data, higher levels of computer
skills, and greater analytical talent. Realistically, such talent and data are sometimes
not available.

However, the real hurdle to entrepreneurial budgeting is the willingness to rein-
vent the analyst’s approach to budgeting because the analyst must redefine the gov-
ernment’s budget process. Entrepreneurial budgeting calls for deep, broad thinking
including the probing into the comparative worth of goals and the relative benefits of
programs. It also requires an accurate financial and performance information system
in an environment in which the agency asking for money is often the one that sup-
plies the unaudited performance information to the policy makers. Thus, the envi-
ronment encourages potentially inaccurate and biased performance repaorting,
creating an unfortunate impediment to the success of entrepreneurial budgeting.

Entrepreneurial Attitudes

The critical points to remember with cultivating an entrepreneurial climate are the
same as the ten points that define the principles of entrepreneurial thinking:

* Competition between service providers
* Using market mechanisms

* Energizing earning potential

* Empowering citizens

* Customer-driven satisfaction

* Mission-driven organizations

* Decentralized authority

* Proactive and preventative actions

*  Measured performance

* Acting as a catalyst to other sectors

Together, these ten characteristics create a stream of thinking that encourages
government to deliver high-quality public services. They also define the major ob-
stacles in handicapping and even preventing successful reform. Empowering citizens
by giving them input in the determination of services is part of being customer-driven
and helps distinguish entrepreneurial from command and control government.

Empowering citizens helps define the quality of service parameters and eg-
uity issues within which the entrepreneurial spirit can work. Citizens help define the
possibilities of strategic brokering. Citizens are a familiar part of the budget process
as they propose and pass measures that affect the collection and disbursement of
public funds. A good example is California's Proposition 13, which was a citizen-
led initiative. Citizens can petition, demonstrate, agitate, sue, advertise, speak,
write, publish, and vote,

However, longtime observers of citizen action and interest groups note that key
to their success is access to information and knowledge. For proper strategic broker-
ing to occur, all parties must access accurate and unbiased information, Therefore, in
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entrepreneurial budgeting, citizens have as great a stake, if not greater, than other de-
cision makers in the quality and accuracy of budget-related documentation and data.

Energizing earning potential, creating competition between and among service
providers, and allowing market mechanisms to work to determine unit costs liberate
the program managers and agency heads to discover endless possibilities. However,
such strategies also create potential public interest problems. Radical changes in or-
ganizations and management patterns may be necessary to achieve the organizational
mission. Managers may decide to turn a profit in one program to fund a “lost leader”
in another as an entrepreneurial strategy. Using user fees in new forms like franchis-
ing, licensing, and increasing investment return are but a few ways information age
managers can become entrepreneurs.

However, each of these situations can raise ethical questions, which are likely
to be the most serious problems of the information age. Answers to ethical questions
about the distribution of services will not be easy in entrepreneurial budgeting as pro-
cedural responses to disparities in this approach to budgeting are often difficult to
identify and manage. Empowered agencies can become nonresponsive to the overall
public good in their quest to satisfy their customers rather than the larger public in-
terest. The whole must be the orientation, but pressures to serve the parts over the
whole will make servicing the whole quite difficult and could easily doom entrepre-
neurial budgeting to ultimate failure,

An underlying concern for entrepreneurial innovations is that analysts must de-
termine the true cost of the service in order to know the break-even point. Analysis
must answer: “How can the analyst determine the rate of return on an investment if
the true cost of the investment is unknown? How can managers seek profits if they
cannot determine true spending? How can an analyst determine an appropriate sub-
sidy if the true cost of the service is a mystery, including the hard-to-calculate sup-
port services and leadership costs7” Decision makers must use analyses to answer the
above questions but adequate answers may not be forthcoming. In Exhibit 1-5, the
entrepreneurial budget format (1) exposes the amounts the general fund subsidizes
the various programs, (2) relies on public pressure to do away with those subsidies
where feasible, and thus (3) encourages agencies to search for new ways to make
money from profitable services. With entrepreneurial budgeting, decision makers
would greatly expand the use of enterprise and internal service funds in government
accounting as discussed in more depth in Chapter 3.

Whether the budget format adopted for the jurisdiction is line-item, program,
or entrepreneurial, the actual construction of the budget follows an established cal-
endar and incorporates distinctive features that are part of the formal budget presen-
tation.

BUILDING THE BUDGET
Budget Coordination

Exhibit 1-6 presents a slightly modified budget calendar once used by the city of Los
Angeles. The calendar is important to the building of the budget because it establishes
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EXHIBIT 1-6 Budget Calendar, Los Angeles
—
Date and Actlon to be completed

— T

January 2 Mayor's Budget Policy letier requesting department heads 1o submil proposed work
programs and budge! estimates for ensuing fiscal year.
The budget office transmits with a letter the necessary forms and revisions io budget manual.

February 1 City Administrative Cfficer approves staff budgel assignments, which are thereafter
distributed 1o the staff.

February 15 Cument level work programs and budget estimates recelved from department heads.
March 1 Service betterment budgel estimates, If any, received from depariment heads.

Aprll 10 City Administrative Officer reviews tentative Capital Improvement Expenditure Program
and, upon approval, transmits it to the Public Works Priority Committes by April 10.

April 10 City Administrative Officer submits annual salary recommendations to ity Gouncil by
April 10,

April 10-30 Hearings conducted by the Public Works Priority Committes to determine final pri-
erity of capital projects o be included in Capital Improvement Expenditure Program for ensuing
year.

April 10-17 Preliminary budget hearings held by City Administrative Officer and Budget Goor-
dinalor with the Assistant Budgel Coordinator and staff analyst for sach department,

April 18-28 City Administrative Officer assisted by Budget Coordinator conducts departmen-
tal budget hearings with each department head. The stalf analysts present their recommenda-
tions for that depariment budget and the City Adminisirative Officer gives each department head
an opportunity 1o express his or her viewpoint.

May 1 Final date for submission by City Controller of the official estimates of revenue from all
sources (other than genaral property taxes).

May 1 City Administralive Officer submits his or her official estimate of revenue from general
property taxes.

May 1-5 Mayor, assisted by City Administrative Officer, conducts budget conferences with each
department head. Attended by Councill members, press, and taxpayer groups.

May 5-12 Final budget decisions made by Mayor assisted by City Administrative Officer.
May 12-31 Budget printed under supervision of City Administrative Officer.
June 11 Mayor submits proposed budget 1o City Gouncil,

June 1-20 Council considers Mayor's veto of any hem and may override Mayor's veto by two-
thirds vote,

June 20-25 Mayor considers any modifications made by City Council and may veto such

June 25-28 Council considers Mayor's veto of any tem and may override Mayor's veto by two-
thirds vote.

July 11 Beginning of fiscal year—budget takes effect.

Source: City of Los Angeles, 2002,
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essential deadlines. Preparing a budget is a complex undertaking involving the whole
government. The budget office achieves coordination by first deciding who must do
what and when in the budget calendar. Its milestones include the following:

* distribution of instructions and forms;

* preparation of revenue estimates;

* return of completed budget request forms;

* completion of review and preliminary preparation work assigned to the central budget
agency,

completion of executive review and executive determination of final budget content;
submission of the budget to the legislative body;

* completion of budget hearings;

preliminary legislative determination of the content of the appropriation ordinance or
budget;

*  final action by the legislative body;

* executive approval or veto of the adopted budget and legislative action;

* completion of administrative actions, if any, needed to finalize budget appropriations; and
* the beginning of the fiscal year.

Program Financial Schedule

On a guarterly basis, the government's central budget office (OMB at the federal
level) can require each department and agency to transmit a program financial sched-
ule to it. This now fairly common budget requirement provides useful information al-
lowing the central budget office to forecast expenditures better. The schedule
calegorizes the program by activity, method of finance, and fiscal year. Schedules
commonly forecast five years beyond the budget year and sometimes include meas-
ures associated with the desirable application levels. OMB divides the projections
into obligations and expenditures, thus providing useful information to economists
and analysts concerned with the government's cash flow.

Analysts of the central budget office can use the data to estimate likely expendi-
ture demands in preparing their budget call and in issuing executive guidance on budget
preparation. Analysts should not view these forecasts as extremely accurate, but merely
as an indication of likely financial patterns given existing policy. In each quarter, pol-
icy can change and other factors can evolve, making periodic updating essential.

The Budget Call

Once the central budget office prepares the preliminary estimates of expenditures and
budget calendar, it proceeds preparing the budget call, which gives guidance to all the
departments and agencies on how to go about preparing the budget. In many govern-
ments, including the federal government, the central budget office standardizes and
provides guidance with official bulletins and circulars such as OMB Circular A-11.
Agency budget officials need only refer to the established procedures and report
forms. In addition to the standard operating procedures (SOP), each year the caniral
budget office issues special guidance in the form of a “policy™ letter, “allowance™ let-
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n executive policy message, or a statement on the budget. The federal government
the “policy” letter to convey executive guidance and budget ceilings. The “al-
nce” letter comes later to inform federal agencies and departments of presiden-
3l or OMB decisions after the executive review process.

Budget Guidance

H the state and local level, the executive policy message or statement on the budget
Wm budget information from the agencies and establishes government-wide
- guidance on budget preparation. For example, the policy may be one of “hold-the-
~ line,"” retrenchment, or expansion. Also, budget guidance announces programs and
activities the agencies are (0 emphasize or de-emphasize.

Commeon subjects discussed in municipal statements include mandated increases,
such as pension payments, salary increments, and debt service; raises or changes in taxes;
requests to hold the line or identify inadequate services requiring expanded effort; plea for
economy, explanation of local economic trends influencing the budget; and explanation
of who must provide what information and when it is due (the budget calendar).

The detailed explanation call may be in the form of a budget instruction book-
let, which provides guidance to the agencies and departments. The booklet contains
the preliminary statement of executive budget policy; the table of contents, including
listing of forms; the budget calendar; general instructions; and specific instructions
for each form, including a sample form.

Budget office follow-through is essential, as the office must send instructions to
the chief departmental officials. Each level of government will repackage the instructions
and reissue them to lower levels. Eventually, the program managers receive the infor-
mation requests. Meetings are useful at all levels to clarify and avoid possible confusion.
The budget office should take special care to explain any changes in the procedures,
Every official involved should understand the current financial status and likely trends,
including personnel pay trends. The budget office always must emphasize the need for
accurate, prompt, uniform replies. The Municipal Finance Officers Association publica-
tions, which this chapter cites in its references, explains the types of forms required.

The budget call always asks for a statement of government functions, activities, and
work programs, or some narrative explaining what services citizens receive for their tax
dollars. The general instructions asking for this budget explanation normally stress the
desirability of brevity, clarity, and comprehensiveness. The explanation should reflect any
program changes and even emphasize those changes. Each level in the executive branch
uses the information, with the central budget and department levels focusing upon hav-
ing a complete inventory of government activities keyed to specific units assigned to
functions and activities. The descriptive detail is greater at the unit and agency level.

Agency call

Exhibit 17 is a sample agency call for estimates used in past federal budget training man-
uals, The call draws attention to the executive policy and the required forms the agency is
to use. This call points out that the agency is still operating under a continuing resolution

A e B o
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EXHIBIT 1-7 Agency Call for Estimates (Sample)

August 1, 20PY
MEMORANDUM TO ASSIST DIRECTORS AND DIVISION HEADS
Subject: Instructions for Preparation of the Budget Estimates for FY 20BY

The 208Y budget submission to the Office of Management and Budget (OMB) will con-
form generally to the program and activity structure used for the 20CY budget estimale. The over-
all budget estimate will be prepared to reflect policy and program decisions which resulted from
budget meetings held by the Director on the 20BY budoet.

For purposes of the presentation to OMB, descriptive materials for the various programs
should be brief statements covering the points outlined in the following format. It is expected that
the submission 1o the Congress will be a more detalled budget.

Since no appropriation has been approved for the Agency for 20CY, the program esti-
mates for that fiscal year will ba the same as in the 20CY Budget to the Congress. Under item
“C.” of the instructions, supplementary data is being requested for the preparation of staff salary
estimates and travel and other administrative expenses that are spread among the activities
shown in the Salaries and Expenses appropriation.

Estimates and drafts of the justification material must be received by the Budget Office by
August 20,

Comptrollar

Source: Resource Conservation Agancy, Washington, DC 20550,

for the current year, and it makes reference to instructions, which are particularly sensi-
tive. The call states who should prepare the information (for example, assistant directors
and division heads) and when the information is due (for example, August 20), Note the
call only allows the agency twenty days to compile the information. Tight deadlines do
occur in budgeting. If the budget office used zero-base budgeting, the instructions would
require alternative decision packages and priority rankings as discussed in Chapter 3.

Preparing a budget at the agency level is a difficult task. The agency must as-
semble the material from the units, and the budget figures in particular must conform
to agency policy set down by the agency head. The budget office normally calculates
personnel statistics and cost information to compute the salaries and expense portion
of the budget. If the agency has field units, then those units make the process more
complex. Extreme accuracy and consistency are important because their absence de-
notes sloppy preparation and poor management.

The format of the agency budget requests varies greatly depending upon which
budget reform happens to be in vogue. Examples of the possible formats are a detailed
line-item presentation that permits greater control over the bureaucracy, a program
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sudget that stresses policy issues and their budget implications, a performance budget

that relates input to program accomplishments, a zero-base budget that focuses on
~ marginal value and prioritization, or an incremental budget that stresses changes from

past policy decisions.

- The format selected is important, but a more important factor is the quality of

professionalism devoted to preparing and reviewing the budget. Good professional-
g m calls for in-depth understanding of the agency and the related budget implications
as explained in Chapter 6. Too often the budget office establishes the format due to
some politically inspired budget reform movement instead of the central budget of-
fice or legislature tailoring the reforms to the need of the whole government and the
agency budget office to the type of programs it administers.

i}

BUDGET REVIEWS

Once the agency prepares the budget, the review process begins in the executive and
legislative branches. The agency first meets with the department officials. They conduct
a complete examination of the budget request, often including budget hearings. De-
partmental budget offices make decisions, and the agency budget office revises its re-
quests based on department level decisions. Usually, the department recommends cuts,
but it is a friendlier reviewer than the government's central budget office. The latter unit
next reviews the agency or compiled departmental budget. The central budget office
makes its recommendations to the chief executive, and sometimes departmental offi-
cials make direct last-minute appeals to the chief executive. Finally, after the final ap-

proval of the chief executive, the central budget office releases the chief executive's
budget.

Budget Hearings

Usually, the agency submits its budget to the reviewing party, who carefully analyzes
the submission. Chapter 5 describes how analysts conduct program and budget analy-
ses. After the initial analysis of the submission and any other available material, the
reviewing party, such as the department budget office, seeks additional information.
Often, the budget office does this using formal written questions to the agency on spe-
cific inquiries, and sometimes the office makes more informal inquiries. The review-
ers—budget examiners—prepare an analysis of the material and background material
for a hearing. Departments need hearings because they enable the budget officer and
the department executive to obtain a better understanding of an agency's request and
reasons supporting that request.

Agencies also prepare for hearings. The depth of preparation varies, but the
agency is wise to prepare carefully. Agency analysts can develop questions that the
reviewers can ask and write responses to those questions so that the agency's leaders
can become prepared for the hearing. The analyst can prepare a plan of action or strat-
egy for the hearing, keeping in mind the factors discussed in the chapter on budget
behavior (explained in Chapter 4).
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The hearing itself is semiformal, with testimony rarely transcribed at the de-
partment or OMB level. The chief executive of the department often chairs the meet-
ing to ask questions and gain an Uﬂd:rstznding of the agency budget requests, The
principal department budget officer is present and plays an active role. Often, analysts
prepare the department questions for the department chief executive in order to facili-
tate the process. Usually, the department hearing begins with the agency head pre-
senting a statement and follows with department questions and agency answers.
Regardless of the style used, the agency should explain its program, especially any pro-
gram changes. The questioners should probe for elaboration on vague points in the
presentation as well as potential political or management problems that surface from
the department inquires. The hearing is only for information purposes, and this forum
i5 inappropriate for tentative or final department decisions because more deliberation
is necessary.

After the department completes the hearing, the department and agency budget
analysts carefully review their notes and reconsider the submission and other mate-
rial. Department analysts also review the guidance from the departmental chief exec-
utive, Often, the reviewers ask some additional questions by phone or in writing. The
departmental budget office then prepares the final analysis and recommendations.
The department budget officer then briefs the departmental chief executive on the
budget. The style of briefing and of department budget decision making depends
upon the chief executives as some delegate the entire responsibility to the budget of-
fice and others review the requests in detail, Usually, the pressure of time on the chief

executive prevents long, detailed reviews of requests. A set of briefing information
usually includes the following:

» summary of agency requests;

« recommendations of budget office;

* summary of the past year's chief executive's ideas relative to the budget;
* added suggestions by the budget office;

+ preliminary budget (balanced for stare and local government);

+ and summary of policy issues.

A similar process is in place for hearings that take place between the de-
partment and a central budget office at the federal, state, and local levels. These
budget hearings are the opportunity for the departments to defend their overall
budget requests to the central budget office. These hearings take place after the
departmental reviews and departmental hearings. In fact, the departments have
another set of hearings to navigate when they must defend their budgets before
members of the legislature. These legislative hearings are discussed later in this
chapter.

Just as the budget calendar, program financial schedule, call letter, and hear-
ings are generic features in the formative stages of the budget process, the actual
preparation of the budget document has common components and accompanying
reports.
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Executive Budget Document
Budget Message

gets sent to legislatures and city councils are almost always accompanied by
a budget message. The contents vary depending upon the political situation. Usu-
ally, the message includes a discussion of the financial condition of the govern-
ment and a commentary on the current year operating budget, such as “the current
budget is and will continue to be balanced.” Messages mention revenue high-
lights, including revenue estimates, new revenue sources, and prospects on in-
creased or new taxes. The message usually puts the government budget situation
into perspective by citing major trends in finance, population changes, income
level shifts, and so on. The message explains the principal elements of the pro-
posed expenditures, including the rationale for any major program changes. The
message mentions sensitive topics like mandatory increases as well as pay and
fringe benefit policy and cites problem areas not addressed by the proposed
budget, often with an explanation for that omission. At the local level, the mes-
sage could also explain the relationship between the operating and capital budg-

eting. The message summarizes the highlights of the budget and blunts political
criticism if possible.

The Budget Summary and Details

Budget Summary

A summary of the budget is essential. It should present consolidated summaries of
revenues and appropriations. At the federal level, the budget summary presents vari-
ous economics-related information. At the local level, the comparative statement of
resources includes the following:

cash surplus at the end of the first prior year,
* estimated receipts for the current year,
* anticipated expenditures during the current year,
* estimated cash surplus at the end of the current year,
* anticipated income during the budget year,
*  proposed expenditures during the budget year, and
* projected cash surplus at the end of the budget year,

Analysts can include additional information in the local budget summary.
They often include a statement on the tax rate and the assessed valuation of the
property, including amount of land, improvements, and exemptions. A statement
on other revenue sources is useful. They sometimes include the statement of ap-

propriations by organization unit. Finally, they mention a summary of appropria-
tion to various activities.
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Budget Detail

After the summary material, the budget presents the detailed revenue and expenditure
estimates. The budget officer groups the revenue estimates and presents them by com-
paring the budget year estimates with the prior year and current year. The budget of-
ficer adds appropriate footnotes to explain tax rates, tax base, and nonrecurring humps
or valleys in the estimates. He or she explains all the assumptions used in preparing
the revenue estimates. The detailed expenditure estimates often include the following:

* & narrative explanation of the functions of each department, suborganization unit, and
activity, as well as a separate section for comments on the major changes proposed in
each activity;

* alisting by department and suborganization unit of the objects of expenditure and by ac-
tivity with an identification of proposed resource changes;

+ alisting by position title for each unit and activity as well as any proposed changes; and

* an jdentification of the workload volume being undertaken in conjunction with each
activity.

The public usually considers the executive budget document the budget, even
though the legislature may make significant changes and in fact ultimately approves
the document that the government agencies must follow (consistent with the legisla-
ture wielding its power of the purse). In some jurisdictions, the legislature passes and
approves what is called the budget. Regardless of the stress given the executive
budget document, it is extremely influential in the decision-making process. The doc-
ument is the chief executive's plan. The legislature must make any modification to the
executive budget with the awareness that any changes it makes are simply additions
or deletions. Even in the federal government where legislators sometimes say the
president’s budget is dead on arrival, legislators still raise the questions of either
“Where is the extra money going to come from?” or “What programs are going to be
cut?" If one legislator suggests deletions to the executive budget, the easier but still
difficult question raised is either “Where is the extra money going to be spent™ or
“What taxes should be cut?” These are not simple questions, and the executive budget
becomes the point of departure for legislative consideration of the budget.

The Federal Timetable: The Congressional Budget
Budget Milestones

In the earlier discussion of the budget calendar, it was noted that target dates were set
for legislative action on the budget. For many governments, legislatures may consider
the executive presumptuous to state target dates for the legislatures because of the
separation of powers concept. In spite of that attitude, most budget people can esti-

mate fairly accurately what the target dates are in the legislative budget process. Of-
ten the legislative body will state its own targets in its rules. The one forcing deadline
is the beginning of the new fiscal year, by which, everyone agrees, the legislature
should adopt the budget. The other deadlines fall between the time when the legisla-
ture receives the chief executive’s budget and the beginning of the fiscal year.
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n In the federal government, the 1974 Budget Act as amended sets the congres-
sipnal deadlines. These critical targets, coupled with sericus prodding by the budget
mittees, encourage the congress to pass timely appropriation legislation, avoid-
 the pre-1974 practice of passing appropriation legislation three to six months into
current year. Unfortunately, Congress rarely meets its own targets, but both the
s and the active pushing of the budget committees are essential because they set
standard. Budget committees use social and political pressure to achieve responsi-
’ = congressional action,
~ Congress often overlooks the seriousness of not passing timely appropriations.
 If Congress or any legislature does not pass appropriation legislation before the be-
ginning of the current year, then the government cannot pay its employees or anyone
- Government operations cease to exist because no one has the authority to spend
ey. If Congress cannot reach a decision on appropriations prior to the beginning
‘of the new fiscal year, then the legislative body passes a continuing resolution, which
“usually says that the government can continue to obligate and spend at last year's

H ‘budget levels. The wording of the continuing resolution could also say the govern-
‘ment can proceed at the lower levels of either last year's budget or the approved ver-

' ;ﬂm of the House or Senate bill. The legislature usually frames the wording to set
spending at the lowest amount the legislature is likely to pass. Managing a program
under a continuing resolution is not an overwhelming problem for an agency unless
the final legislation provides the manager with significantly less or more money than
‘the amount in the continuing resolution. If Congress provides less money, the entire
program may have to stop sometime in the middle of the current year. If Congress pro-
vides more money than the amount in the continuing resolution, the agency may have
to obligate money recklessly in order to use it during the remainder of the current year.
Either situation creates bad public management, which Congress can compound sig-
nificantly by repeatedly using the continuing resolution vear after year, as Congress
usually does.

Congressional Budget Timetable

The congressional budget deliberative process starts with the presidential submission
of the Current Services Budget. This budget alerts the Congress, especially the Con-
gr!:saicmal Budget Office (CBO), the budget committees, and the appropriation com-
mittees, that they should anticipate specific revenue, expenditure, and debt levels
unless they change current policy. The Current Services Budget also provides a base-
line of comparison against the later presidential budget.

The president of the United States sends the presidential budget, with the
Current Services Budget, to the Congress fifteen days after Congress convenes in
the new calendar year (for example, January 20). The budget customarily follows
ﬂ'—'F State of the Union address to Congress. Presidents usually address Congress
with a specific budget message, which the president makes with more details and
specifics than those provided in the earlier State of the Union speech. The budget
messages vary in content with a president’s style, but the earlier discussion follows

a common pattern, with the exception that the president places more emphasis on
the national economy,
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By February 1, the Congressional Budget Office must send its annual report to
the budget committees. This report analyzes the economy, the Current Services Bud-
get, and the president’s budget. It suggests alternative levels of spending. Interest-
ingly, the original legislation called for an April 1 submission, but the CBO realized
this did not give the budget committees sufficient time to digest the CBO report, so
mutual consent changed the date.

By March 15, the various committees, like appropriation, must submit their re-
spective reports to the budget committees. This is a tentative financial guess by the
committees on revenue, expenditure, and debt. The committees use the CBO report,
the president’s budget, and the detailed backup information supplied by the agencies
to help them arrive at reasonable budget estimates.

One month later, on April 13, each budget committee reports its recommended
budget resolution. This resolution represents the difficult compromise on the entire
budget: the revenues, expenditures, and debt, as well as targets for each committee
important to the budget process. One month later, on May 15, each chamber votes on
its own resolution. An inability to reach a decision would destroy the process, and this
sometimes occurs. Opposition can come from the conservatives for wanting to cut
taxes more and from the liberals for spending too little money. The resolutions need
not be the same in each chamber. May 15 is also the deadline for reporting all au-
thorization bills, Congress doesn’t want unanticipated expenses resulting from au-
thorization legislation, so this deadline is essential.

The law requires within seven days after Labor Day in September that Congress
concludes its final action on appropriation bills. This gives the appropriation commit-
tees several months to hold their hearings and make their difficult decisions. Next, the
law requires by September 15 that Congress performs its final action on the second
budget resolution. This permits last-minute changes due to any intervening circum-
stances since Congress passed the first resolution, Often, there may be no difference
hetween the first and second resolution, but the law provides an opportunity for flex-
ibility. By September 235, Congress should pass all final actions on budget reconcilia-
tion, thus providing a uniform consolidated congressional budget in each chamber.

Congress uses the remaining days in September to resolve differences between
chambers, pass the legislation, accommodate a presidential veto, and reconcile or
override the veto, Congress can do all of this if there is good cooperation among the
chambers and the president. However, such cooperation is rare, the result being that
delays occur and Congress must pass one or more continuing resolutions if the fed-
eral agencies are to have any funds to operate their programs. The federal fiscal year
begins on October 1.

Legislative Considerations: Federal, State, and Local

At all levels of government, legislative bodies consider budgets and budget support-
ing material. This information is the key to proper legislative understanding of gov-
ernment operations. The considerations and the subsequent legislation permit the
legislative oversight activity to exist. The purse strings are important. If legislators
identify weaknesses, they often can reshape policy with their redrafied budget. The
budget consideration in legislatures is a much more open process than is the execu-
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we review. Thus, legislative budget hearings serve as a forum for better community
standing of government as well as a device to permit citizens to express their
on budget matters. The time needed for legislative consideration of the budget
es with the size of government. Committees must have time to study the budget
related information, conduct hearings with public officials and possibly with in-
ed citizens, discuss policy internally, and finally enact the legislation. Usually,
days is a reasonable time for smaller local governments.

Legislatures organizationally decide budgets based mostly on the size of their
ernment. Larger governments have standing committees with highly competent
ssional staff support. Legislatures organize their committees and staffs on a par-
n or a nonpartisan basis. Given the complexity of government and budgeting, most
es and local governments hire professionally trained and experienced analysts.
it 1-8 presents an illustrative page from a legislative analyst’s review of a
t request. The reader will notice how a good analyst can focus attention upon
he items, which should concern the legislator.

The legislative hearing is the standard method used to gather information and
s on potential problems of concern to the legislature. Careful analyses often iso-
¢ these problems for legislators. Legislatures conduct their hearings differently
m executive budget hearings. With legislative hearings, staffs often create a tran-
and there are usually more friendly and sometimes hostile questions of the
¥ personnel, reflecting the fact that some legislators are friendly and others are
. Just as in the executive hearings, the agency is wise to prepare for the hear-
s with briefing books, to plan strategies and tactics, and to have rehearsals. The
ngs are usually scheduled more at the convenience of the legislative committee
of the agency. Follow-up questions are common, as in executive hearings. Leg-
ve committees do not make decisions at hearings, but rather at their closed-door
ark-up” sessions that follow the hearing.

If public participation is part of the hearing as is likely in most governments,
hen the committee normally takes care to give due notice of the time and place. Fail-
to give due notice or to notify all the likely interested “publics™ can result in heated
criticism and the need to hold the hearing again, especially at the local level.
The legislatures usually have the power to modify the executive's budget, but
at is not always the case in local government. Even if the power exists, modifica-
s are difficult because all components of the budget are interdependent. If the leg-
ature adjusts one figure upward, another figure must be cut if the budget is to
lance. Exhibit 1-9 illustrates one city council’s modifications.

The adoption of the budget can vary in terms of detail. Analysts should itemize
e appropriations by department in order to fix responsibility. Some argue that ana-
should itemize them by major object classification and others by program or ac-
ty. There is no one correct way. Object classification is good for greater control,
specially when there is a low threshold of trust afforded the government's middle-
d lower-level managers. Program classifications are good for situations that need
gement flexibility to operate effectively and efficiently. Detailed line-item
ts are extremely inflexible. The legislature should accompany the budget
or make part of the budget—a formal resolution on the final official revenue
mate used by the legislature at the time of the budget’s adoption.
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EXHIBIT 1-8 Legisiative Analyst's Review Sheet, Department of Hospitals
and Institutions, BY Budget Request

NEWARK CITY HOSPITAL

The BY Budget reques! of $6,469,185.00 for the Newark City Hospital shows an increasa
of $229,131.87 over CY Operations as follows:

BY Budgel
Appropriations $6,453,424.00 CY Reques!
CY Emargencies 115,149.96

%6,568,573.96
Less Cancellations 328.520.63
Met CY Operations $6,240,053.33

$6,469,185.00

CY Operafions
Increase

The request for 1,270 empicyess is 25 less than the 1,295 in CY.
PAGE and LINE

4 Thare ware 29,668 less patient days in CY than in CY-1 resulting from a drop in
admisslons from 18,760 in CY-1 to 15,480 In CY, & net drop of 3,300.

5 The avarage day’s stay per patient dropped from 8.5 1o 8.1,

The average daily admissions dropped from 80.9 in C¥-1 to 56.4 in CY, a ral
drop of 4.5 admissions. The average daily census of palients in the hospital
dropped from 575.6 in CY-1 to 549.9 in CY, a drop of 25.7 in CY.

1&2 Whatis the status of the Madical Director and the Assislant Medical Director?

& 3 Will the Comptroller's position be filled? s the present incumbent Joseph
Rubino to remain on the hospital payroll?

10 12A Has the hospital filled this position?
18 37 ls this position going 1o remain in tha hospital?

25 New employee, Director of Surgery. In accordance with policy foliowed in
similar cases the appropriation for this employes will be deleted becauses there
is no valid ordinance supporting it. The legislature will make appropriation after
adoption of the ordinance and before final adopfion of the budget by amending
the approved budgsl.

41  103A Bernica Lippe replaced the Director of Murses on January 14, BY, al the
minimum salary of $47,500.00. Her salary as Assistant Director of Nursing
Education on Page 112 was 546,460, The legislature should delete one pay
from the Director of Nurses® appropriation and one pay remaining in the
Assistant Director of Nursing Education's line on Page 112.

$§.240,053.33
§ 228,131.67

o

Source; Modified New Jersey Budget.

Legislative Adoption

The ultimate budget is the legislative adoption version, which a legislature can make
as several appropriation laws (the federal government’s approach), one massive, com-
plex appropriation law (used by many states), or a relatively brief text (used by some
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1-8 Schedule Setting Forth Changes Made by City Council in City
Manager's Original Estimate of BY Budget

MAMAGER'S REVISED

ESTIMATE AMOUNT
sice of City Manager §146,135 $138,248
“Agason for Change—Reduced cost of annual repart,
* reduction of .5 man year administrative analyst. Add cost
of salary increase.
 Secretary-Treasurer 166,844 168,484
n for change—add cost of salary increase.
\fw 77 688 74,751
i for change—Delete one accountant pasition,
Add cost of salary increase.
 pata Processing 179,470 181,303
‘Reason for change—Add cost of salary increase.
Purchasing 30,867 31,588
Reason for change—Add cost of salary increase.
Tax 400,350 408,861
Reason for change—Add cost of salary increasa.
Legal 98,472 101,636
Reason for change—Add cost of salary increase.
Retirermant Administrater 22,731 23,043
Reason for change—Add cost of salary increase.
Parsonne! and Civil Service 28,703 50,349
Reason for change—Add cost of salary increase. Add cost
of salary and wage survey.

local governments). Sometimes the budget submitted to the legislative body includes
the recommended act or ordinance. Often budget ordinances are complex because of
state legal requirements. In some jurisdictions, the resolution includes tax rates, pur-
chasing authority, personnel action authorizations, and transfer procedures. Some use
broad legislative grants of authority, and others have extensive line-item detail for
each government unit.

What is clear in this legislative phase is that the budget is indeed a political doc-
ument, Politics pervades the budget process throughout its formulation, presentation,
analysis, legislative review, and execution. Oftentimes during legislative enactment,
interest groups or the general public criticizes lawmakers for pursuing pork-barrel
projects or adding “member-items” in the budget. Yet, because the legislature may be
prone to seek cuts in the executive budget for the purposes of funding its legislative
projects, this doesn’t necessarily mean the rigor or the review and analysis is any less
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important than that of the executive and central budget office. What this means is that
politics influences spending decisions as reflected in the budget. Moreover, this is the
essence of both public budgeting in America and democracy in action,

At the local level, the budget ordinance often acknowledges receipt of an exec-
utive budget from the county manager, recounts earlier publication and a public hear-
ing, summarizes appropriation by fund and category, estimates revenue, levels
property taxes, authorizes administrative transfers of appropriations within a fund,
and approves and reapproves funds for ongoing capital improvements.

REVIEW QUESTIONS

1. Explain how budget formats channel thought. Explain how formats can direct
thought to and highlight general policy matters, budget balancing issues, and
improvement of the quality of government management.

2. Compare and contrast twentieth-century budgeting with twenty-first-century
budgeting.

3. Why are the program financial schedules and budget calendar important pre-
liminary steps to the budget call?

4, What budget instructions are important in building a budget? Why?

5. Contrast executive and legislative hearings.

6. Why is the central budget office “powerful™?

7. What information should be in an executive budget? Why?

8. Explain the significance of the congressional budget timetable. What proce-
dures or legal changes can Congress establish that would get it to pass a budget
before the beginning of the fiscal year?

9. Contrast the virtues of a simple versus a comprehensive budget ordinance or law.

10. In the final analysis, who dominates the budget process, the legislature or the
executive?
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